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FOREWORD

This financial audit report is the result of an examination of the
financial statements and records of the state department of education for the
fiscal year ended June 30, 1978. The audit was conducted by the office of
the legisiative auditor and the CPA firm of Coopers & Lybrand.

This report is divided into three parts. Part I contains an introduction
and some background information on the department of education. Part II
presents our findings, comments, and recommendations regarding the
department’s financial and accounting practices and displays the depart-
ment’s financial statements, including the audit opinion of the CPA firm
on the accuracy of the department’s financial statements. We have followed
our customary practice of requesting the agency affected by the audit to
comment on the findings and recommendations. Part III contains the
department of education’s response to this report.

We wish to express our sincere appreciation for the cooperation and
assistance extended by the officers and staff of the department of education.

Clinton T. Tanimura
Legislative Auditor
State of Hawaii

December 1979
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Chapter 1

INTRODUCTION

This is a report of our financial audit of .the
department of education (DOE).

The audit was conducted pursuant to
Hawaii Revised Statutes, section 23—4, which
requires the state auditor to conduct post-audits
of all transactions and of all books and accounts
kept by or for all departments, offices, and

agencies of the State and its political
subdivisions.
Objectives of the Audit

The objectives of the audit were:

1. To determine the reasonable accuracy
of the financial statements of DOE.

2. To ascertain whether or not
expenditures and other disbursements were
made and all revenues and other receipts to
which the State is entitled have been collected
and accounted for in accordance with state laws,
rules and regulations, policies and procedures,
and legislative intent as expressed in the general
appropriations acts.

3. To assess the adequacy, effectiveness,
and efficiency of the systems and procedures for
financial accounting, reporting, and internal and

operational controls, and recommend
improvements to such systems and procedures.

Scope of the Audit

This audit examined the financial
statements of DOE for the fiscal year ended
June 30, 1978. The audit opinion as to the
reasonable accuracy of the financial statements
is that of the independent certified public
accounting firm of Coopers & Lybrand.

Organization of the Report
This report is organized into three parts.

Part I (chapters 1 and 2) presents this
introduction and some background information
on DOE.

Part II (chapters 3 and 4) presents our
audit findings and recommendations on the
financial and accounting practices and
procedures of the department. It also includes
the department’s financial statements and the
accountants’ opinion on-such statements.

Part III contains the response of DOE to
our recommendations, together with our com-
ments on the department’s response.



Chapter 2

BACKGROUND

This chapter describes the functions and
organization and activities of DOE.

Functions of the Department

By law, DOE is responsible for
administering the programs of education and
public instruction throughout the State,
including preschool, primary, and secondary
school education, vocational education under
federal aid, adult education, instruction of
exceptional children, and library services.

Organization and Activities

DOE is comprised of four organizational
levels—board of education, state office, districts,
and schools. Outside the formal organizational
levels of DOE are advisory councils and com-
missions. A brief description of this organiza-
tional makeup follows.

Board. The affairs and activities of DOE are
administered by an executive board known as
the board of education. Responsibility for
formulating educational policy and for managing
and operating the state school system is assigned
by statute to this board.

The board consists of nine elected
members, two at-large from the counties of
Hawaii, Maui,and Kauai, and seven from the city
and county of Honolulu. The board exercises
_control over the public school system through

its executive officer, the state superintendent of
education who is appointed by a majority vote
of the members of the board and serves as its
secretary.

State office. The state office is headed by
the superintendent and is composed of four
operating divisions. These operating divisions are
as follows:

1. Office of instructional services. This
office is responsible for the development and
formulation of the State’s curricula in general
and special education. It also provides
instructional support to districts and schools.

2.  Office of library services. This office is
responsible for providing comprehensive library
services to the people of the State.

3. Office of business services. This office
provides business and other administrative
support services and assistance to DOE in the
areas of financial records, payroll; procurement,
construction, maintenance of school facilities
and grounds, school transportation, and school
lunch services.

4. Office of personnel services. 'lhis
office provides DOE and its employees with
recruitment, employment, personnel relations,
welfare, benefits, career management, and
development services.

Districts. There are seven school districts
headed by district superintendents who are



responsible to the state superintendent. The
district offices provide services to schools in
their respective districts.

Schools. The schools are headed by
principals who report to their respective district
superintendents. Schools are generally organized
by elementary, intermediate, and high school
grade levels, although there are some variations
of this basic pattern. :

Advisory councils and commissions.
Outside the formal organization are advisory
councils and commissions. These advisory units
are established by law and its members are
appointed by the governor. They advise the
board of education and the district
superintendent and serve as liaison between the
department and the public. The advisory units
are as follows:

1. School advisory councils. Seven
district school advisory councils, one in each

district, advise the board of education on school
problems that require policy resolution. Each
advisory council is comprised of five members,
except that the Hawaii district council has seven
members.

2. State advisory council for adult
education. Fifteen or more representatives of
industry, labor, civic organizations, and
education function as an advisory council for
adult education.

3. Affirmative action advisory council.
This council monitors the department’s progress
in implementing affirmative action plans, and
studies and advises the board of education on all

‘affirmative action matters.

4. Library advisory commissions. Each
of the four counties has a library advisory
commission whose function is to advise the
board of education on all matters relating to
public library services in the county.
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Chapter 3

FINANCIAL ACCOUNTING AND INTERNAL CONTROL

This chapter assesses DOE’s financial
accounting practices and internal control
systems. Although the primary focus is on the
practices presently followed by DOE, this
chapter also discusses specific internal control
deficiencies brought to DOE’s attention in our
1973 financial audit of the department which
we found have not yet been corrected.!

Summary of Findings
Our findings are as follows:

1. Schools are spending more than their
quarterly allotments. Overspending occurs
because the schools’ accounting records are
inaccurate and incomplete, and expenditures are
not being properly monitored by the districts.

2. DOE failed to comply with a fiscal
requirement imposed by the state General
Appropriations Act of 1977.

3. The records of several trust funds are
inadequate and incomplete. In addition, some
trust fund receipts are not being deposited into
the state treasury, and money is improperly
being held in a trust fund.

4. Federal funds are being lost because
monthly status reports on the availability of
federal grant monies are not being reviewed.

5. Internal controls over the purchasing
system are inadequate.

6. Overtime claims and work attendance
reports are not being properly processed.

7. Controls over revenue collections are
not adequate.

Expenditures Exceeding Allotments

Funds for the regular instruction program
are appropriated on a school-by-school basis;
however, the aggregate of the appropriations
to the various schools is considered as a single
appropriation for the purposes of the State’s
allotment control system. This means that
the director of finance’s quarterly allotments of
the funds appropriated are made in the aggre-
gate to DOE and that it is DOE’s responsibility
to make allotments to the schools. DOE allots
the amounts appropriated to it to the districts
and the districts in turn allocate to each school
the amounts necessary to defray operating
costs. School expenditure plans are based on
the amounts allotted. All monies not expended
or encumbered in any given quarter revert to
the designated appropriation. Any monies from
an appropriation remaining unexpended and
unencumbered at the close of the fiscal year
lapse to the state general fund.

Overspending by schools. Our examination
revealed that numerous schools are spending
more than their quarterly allotments. While the

1ee Legislative Auditor’s report entitled, Financial Audit
of the Degartment of Education, Audit Report No. 73-3,
March 1973,



amount of overexpenditure per school is not
large, the number of schools with
overexpenditures is significant.

As shown in table 3.1, in the first quarter
of fiscal year 1977—78, 79 or 35 percent of the
225 schools together spent approximately
$7,661 more than the amounts allotted to them.
In the second quarter, 81 or 36 percent of the
schools exceeded their spending limits. In total,
expenditures were about $9,436 more than the
allotments, In the third and fourth quarters,
respectively, 43 schools (19 percent) and 51
schools (23 percent) exceeded their allotments.
In the aggregate, the excess was $2,524 in the
third quarter and $4,319 in the fourth quarter.

Inadequate maintenance of expenditure
records. Overexpenditures by schools result
largely because school expenditure records are
not properly maintained.

To ensure that schools do not in any
quarter spend more than the amounts allotted,
each school is required under a DOE policy to
maintain financial records to account for
allotments received and expenditures (including
encumbrances) made against the allotment. In
addition, each school is required to reconcile its
expenditure records with status reports prepared
by the DOE’s business office and distributed to
each school and district office. Such
reconciliations are required to be performed on
a monthly basis so as to enable schools to detect
any errors and to make the necessary
adjustments.

Despite these requirements, schools are not
keeping proper expenditure records and are not
reconciling the school records with the DOE’s
business office reports. To illustrate, at Kapaa
High School on Kauai, the account clerk
maintains expenditure records on a vyearly,
rather than quarterly, basis as required by DOE
policy. The clerk records the total allotment for
the year, ie., the sum of the four quarterly
allotments, and subtracts all purchases from this
figure. Since the monthly fiscal reports prepared
by the DOE’s business office reflect allotments,
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expenditures, and encumbrances by quarters,
this school’s expenditure records cannot be
readily reconciled with the business office
reports.

Poor recordkeeping appears to prevail in
many of the schools. Often allotments are not
even recorded in the school accounting records,
In some instances, the allotment amounts are
incorrectly recorded and purchases are charged
to the wrong appropriation account. There have
been numerous instances where undetected
coding errors have resulted in the lapsing of
funds which otherwise could have been used.
For example, at Waianae Intermediate School on
Oahu, an undetected coding error resulted in the
school’s failure to encumber funds during the
second quarter of FY 1977—78 for the music
education program. In addition, Waianae’s
failure to reconcile its expenditure records
with those of the business office resulted in

a fourth quarter overexpenditure of about
$470.

School personnel have not made sufficient
effort to become acquainted with DOE’s record
maintenance requirements. Indeed, it appears
that school personnel consider maintenance of
expenditure records (i.e., recording allotments
and expenditures, reconciliation, etc.) as an
imposed clerical burden to be performed on a
time-available basis.

The schools must pay more attention
to the maintenance of expenditure records.
As a first step, personnel assigned to main-
taining school expenditure records as well as
school administrators should review and
become more familiar with the recordkeeping
procedures as outlined in the DOE’s Business
Office Handbook.

Inadequate monitoring and assistance to
schools. School expenditure recordkeeping
deficiencies are in part due to the failure of
the district offices to provide assistance to the
schools and to monitor school expenditures,
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Overexpenditures by District and Quarter
Fiscal Year 1977-78

Overexpenditure

Total Ist quarter 2nd quarter 3rd quarter 4th quarter Z;ggf
. no. o{ No. of No. of No. of . No. of Amount expend-
District schools  schools  Amount schools  Amount  schools Amount schools mou iture
Honolulu 35 19 $1,359 19 $1,190 8 $ 8 7 $ 537 $31M
Central 40 14 1,334 18 788 6 518 12 615 3,255
Leeward 33 11 1,009 13 2,768 9 512 12 1,933 6,222
Windward 30 12 685 T 735 4 135 8 438 1,993
Hawaii 29 11 1,627 11 2,156 7 894 6 393 5,070
Maui 24 9 755 5 796 8 379 1 47 1,977
Kauai 14 892 8 1,003 1 1 5 356 2,252
Total 225 79 $7,661 81 $9,436 43 $2,524 51 $4,319  $23,940
(35%) (B36%) (19%) (23%)

The district offices are responsible for
providing information and services to all schools
in their respective districts on matters relating to
accounting and control of allocated funds. In
addition, one of the specific duties assigned to
the district staff specialist is to *Im]onitor and
audit expenditures for district administration
and school level accounts in accordance with

approved operatiox_lal expenditure
plans—emphasis on lapsing and
overexpenditures.”2

The district offices do notify schools when
they exhaust their allotments in any quarter and
" halt the processing of any further purchase
orders for the quarter. The district offices
receive information on exhaustion of allotments
from the vouchering section of DOE’s business
office.3

While this practice may ensure that over-
spending will not continue to occur for the
remainder of the quarter, it does nothing to
prevent schools from overspending in the first
place. It would seem that what the districts
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should be doing is monitoring more closely
the school personnel responsible for maintaining
expenditure records and providing them with
technical assistance. However, school personnel
have received little guidance and assistance
from either the business office or the districts.
The schools for the most part have been forced
to rely on recordkeeping instructions in DOE’s
Business Office Handbook, miscellaneous memo-
randums, and brief explanations on allotment
and expenditure forms. The purposes of the

.

2Department of Education, Duties and Functions of
District Business Staff Specialists, p. L.

3DOE’s business office prepares a weekly financial
report which provides, by schools and programs, year-to-date
totals of the amounts appropriated, allotted, expended, encum-
bered, and lapsed to the general fund, It also shows the allot-
ment balances for each school by program, The report is
distributed to the districts and the district offices are supposed
to use the report to identify those schools that have spent more
than their quarterly allotment, The districts are required to
notify the schools of the overexpenditure and inform them that
no further purchase orders will be processed for goods and
services for the remainder of the quarter, In practice, however,
the district offices rely on the vouchering section of DOE’s
business office to notify them when a school has spent more
than its ?duartuly allotment, The vouchering section uses the
same weekly status report that is distributed to the districts to
notify the districts of schools that have overspent.



various requirements are still not fully under-
stood by many schools.

One reason for the lack of guidance by
the districts appears to be that the districts
themselves are unfamiliar with the record-
keeping tasks. Thus, the district offices are not
equipped to provide the kind of assistance and
monitoring that schools need.

In summary, the individuals responsible
for maintaining school expenditure records as
well as those -responsible for monitoring
expenditures must be instructed in the method-
ology and techniques of the recordkeeping
tasks. It is incumbent upon the state office
to conduct inservice training sessions and
workshops for school and district personnel
who are assigned to maintaining and monitoring
expenditure records.

Recommendations. To ensure that school
expenditures do not exceed quarterly
allotments, we recommend that:

1. Schools maintain adequate
expenditure records and reconcile these records
on a monthly basis with the status reports
prepared by the business office.

2. DOE conduct inservice training
sessions and workshops in order to provide
school and district personnel with the skills and
technical knowledge required to properly
maintain school expenditure records.

3. District offices more closely monitor
expenditure recordkeeping by the schools and
provide technical assistance as the schools may
require in maintaining their records.

Noncompliance with Budget Provision

The general appropriations acts generally
stipulate that, where a program is financed by
the general fund as well as by other nongeneral
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fund sources (e.g., special funds), the general
fund operation shall be decreased by the amount
actually received or, in some cases, estimated to
be received from the nongeneral fund sources.
The purpose of this provision is, of course, to
reduce the burden on the general fund.

In fiscal year 1977-78, DOE failed to
comply with this requirement as it related to the
school food services program. Under the general
appropriations act appropriating monies for
fiscal years 1977—78 and 1978-79 (Act 10,
First Special Session 1977), the general fund
appropriation for the school food services
program was authorized to be expended only for
costs of operating school cafeterias in excess of
monies received from the sale of meals, the sale
of services, the federal government, and from
any other source.

At  June 30, 1978, approximately -
$7.2 million in general fund monies had been
expended to defray the costs of operating
school cafeterias. However, $127,773 in
receipts remained unexpended and was carried
forward to fiscal year 1978—79. These monies
should either have been used to reduce the
general fund appropriation or they should have
been returned to the general fund at June 30,
1978. Upon inquiry, DOE personnel stated that
it was an oversight on their part and that
immediate action would be taken to return the
$127,773 to the state general fund. The monies
were subsequently lapsed to the general fund in
November 1978.

We believe the department should examine
the special fund balance at the end of each fiscal
year and immediately lapse such amount as is
appropriate to the state general fund.

Recommendation. We recommend that
DOE examine the unexpended special fund
balance of the school food services program
and lapse such amount as is considered appro-
priate to the general fund at the end of each
fiscal year. '



Trust Fund Deficiencies

DOE holds in trust monies received as gifts,
grants, and donations, by or on behalf of
schools, district offices, and the state office.
According to DOE policy, ‘“administrators of
schools, state and district offices may accept
gifts, grants and donations for a school or office
of the Department of Education for. the purpose
of public education.””® The policy requires that
individuals designated as trust administrators
maintain a record of the donor, and the purpose
for which the gift, grant, or donation is to be
used, and specifies that all monetary gifts, etc.,
be reported in monthly financial reports (Form
434) and transmitted to the business office for
deposit with the state treasury. The business
office establishes a trust and agency account for
the formal accounting of all monies received.

In addition to gifts, grants, and donations,
DOE also holds in trust monies received from
athletic league revenues, admission charges to
athletic games, and activity book sales.

The records of the gift trust - accounts
maintained by school and district trust
administrators are inadequate and incomplete.
In addition, there is inadequate and incomplete
accounting of athletic receipts.

Donor and purpose of gifts unknown.
There is approximately $2200 in 11 gift trust
accounts for which DOE has no records
indicating the donor and purpose for which
these monies may be used. In at least two cases,
the purposes for which the trusts were initiallly
established appear to have already been fulfilled.
There is a question as to whether the amounts in
the 11 trust fund accounts can be used for any
purpose inasmuch as the purposes for which
these monies may be used are not known.

DOE should request a ruling from the
attorney general on the disposition of these trust
accounts. To avoid such problems in the future
and to enable DOE to obtain full use of all
donations made to it, trust fund administrators
should henceforth maintain proper records of all
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trust receipts. Without such records, monies
which could be put to good use may simply be
wasted.

Inadequate and incomplete accounting of
athletic trust receipts. Chapter X of DOE’s
Business Office Handbook provides specific and
detailed instructions regarding the procedures to
be followed in accounting for gate receipts and

student activity book sales. However, the
schools are not complying with these
instructions. Among the deficiencies are

inadequate documentation for athletic receipts
and failure to deposit receipts in the state
treasury.

1. Inadequate documentation.
Prenumbered athletic tickets and student
activity books are used to ensure proper
accounting of cash receipts from ticket and
student activity book sales. Present DOE
procedures require that these prenumbered
tickets and activity books be reconciled with
cash receipts derived from sales. In addition, the
policy requires that adequate records be
maintained by each school. Despite these
requirements, many schools are unable to
account for their ticket and activity book sales.
Consider the following examples.

McKinley High School: Deposits from
student activity book sales during FY
197778 totaled $3506. The school,
however, has no record of the total number
of books printed and the number sold or
issued without charge to organizations such
as the band. In addition, it has no record of
the total number of unsold books on hand.
As a result, the school is unable to
reconcile its deposits with activity book
sales.

Roosevelt High School: Deposits from
preseason basketball game ticket sales for
FY 1977-78 totaled $854; however, the
school can only account for $347 of this
amount.

4Department of Education, Business Office Handbook,
“Gifts, Grants and Donations,” , p- 21,



Kalani High School: Deposits from
preseason football game tickets for FY
1977—78 amounted to $716. However,
because the school has no record of the
total number of tickets printed, the ticket
price, the number sold, and the number
unsold, it is unable to properly account for
its gate receipts.

2. Athletic receipts not deposited in
state treasury. DOE procedures require that all
athletic receipts be deposited in the state
treasury. Subsequent disbursement of these
monies is made through purchase orders in
accordance with the normal procurement
process followed by DOE.

Kalani High School is not depositing all
athletic receipts in the state treasury and is
violating departmental policies in the purchase
of goods and services.

During fiscal year 1977—78, Kalani’s gate
receipts from preseason basketball games totaled
$1207; however, the school deposited only
$630 into the state treasury. The remaining
$577 was disbursed directly by the school. Of
the $577, $42 was paid to cashiers for services
rendered during basketball games, and $535 was
paid to the Kalani basketball boosters.

Improper maintenance of trust account.
Since October 1977, DOE has improperly held a
sum of $4450 in a trust account established by
McKinley High School. This sum represents
proceeds received by the school under an
insurance claim filed by the school for damages
to a piano. The insurance premiums had been
paid with general fund monies appropriated to
the school’s music department.

The retention of these monies in trust is
improper since the insurance proceeds represent
public funds which should be deposited into the
general fund. In addition, the purchase of
property insurance by the school is in violation
of HRS section 41—4, which states in part that
“ ..the comptroller shall appoint a risk
manager, to supervise and direct the
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determination and treatment for the best
interests of the State of all risk appertaining to
its property, personnel, and operations.”

Recommendations. We recommend that
DOE exercise better controls over its trust funds
and take steps necessary to ensure that schools
and district offices are in compliance with the
laws and policies and procedures governing trust
accounts. Specifically, we recommend the
following:

1.  Gift trust administrators maintain
complete records of trust receipts by donor and
inform the state office when the purpose for
which trust accounts were established have been
fulfilled. In addition, we recommend that DOE
request a ruling from the attorney general on the
disposition of those trust accounts where the
purposes for which the monies may be used are
not known and where the initial trust purposes
have terminated.

2. School personnel maintain adequate
records to account for athletic gate receipts and
student activity book sales. All athletic receipts
should be deposited in the state treasury and all
purchases of athletic goods and services should
be made in accordance with the normal
procurement process.

3. DOE immediately deposit in the
general fund the sum of 34450 improperly held
in trust and necessary steps be taken to ensure
compliance with HRS section 41—4 relating to
insurance of state property, personnel, and
operations.

Loss of Federal Funds

Section 412(b) of the Federal General
Education Provisions Act gives DOE flexibility
in utilizing federal grant monies. Specifically,
this act enables DOE to fund subsequent year
expenditures with the unobligated balance of
prior year grants. However, in order to carry
forward the unobligated balance, DOE must
revise its projected activities plan, i.e., the



operational plan which summarizes the intended
disposition of grant funds, and submit the plan
to the U.S. Office of Education for its review
and approval.

To ensure that DOE takes full advantage of
the carry forward provision, status reports which
reflect, among other things, the unobligated
balance of each federal grant are prepared
monthly and distributed to all affected program
administrators. According to DOE policy, these
status reports must be reviewed by all program
administrators so that revised projected activities
plans, which incorporate the use of any
unobligated federally funded program balances,
may be prepared and submitted to the U.S.
Office of Education.

In fiscal year 1977-78, DOE lost
approximately $143,000 in federal grant monies
available to the educationally deprived children
and the education improvement for handicapped
programs because it failed to revise the projected
activities plans for these two programs.

Our inquiry as to why projected activities
plans were not prepared for these two programs
disclosed that the program administrators
responsible for monitoring these programs had
failed to adequately review the monthly status
reports and were unaware that the programs
showed unobligated balances.

Recommendation. We recommend that
DOE program administrators review the
monthly status reports of federal grants and
automatically revise projected activities plans for
all federal grants with expiring unobligated
balances.

Nonimplementation of Previous
Audit’s Recommendations

This is our second financial audit of DOES
and, as such, we examined the status of

implementation of the recommendations made
in our 1973 audit.
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Our finding is that DOE has failed to
initiate corrective actions to remedy many of
the previously cited deficiencies. This is
particularly distressing since two reports
prepared by the department in November 19736
had indicated that the department had taken or
was taking action to correct the deficiencies. In
some instances the cited deficiency no longer
exists because DOE, rather than implementing
our recommended course of action, chose to
eliminate or change the policy or procedure
which was being violated.

Insufficient controls over the purchasing
system. There are still several internal control
deficiencies in DOE’s purchasing system. These
deficiencies are:

misuse of blanket purchasing authority;
inadequate price solicitation;

inadequate control over purchase orders;
and

delays in transmitting invoices.

1. Misuse of blanket purchasing
authority. The use of “blanket’ purchase orders
to acquire frequently used, low-cost items
reduces the administrative expense of processing
repetitive, low-cost purchases. Under a blanket
purchase order, only one purchase order is
issued to a vendor to cover purchases of a
specified commodity or service over a given
period of time, thus eliminating the need to
issue separate purchase orders for each purchase.
DOE policies governing blanket purchase orders
are as follows:

. 5See Legislative Auditor’s report entitled, Financial
Audit of the Department of Education, Audit Report No,
73-3, March 1973.

6Department of Education, Implementation Status
Report on Findings and Recommendations of Management and
Financial Audits of the Department of Education, and Summary
of the Department of Education’s Implementation of the
Recommendations Contained in Audit Reports No. 73-1,
Management Audit of the DOE, and No. 73-3, Financial Audit
of the DOE, November 21, 1973,



blanket purchase orders may not be used to
purchase items included in the DOE
storeroom price list or the DAGS price list;

blanket purchase orders may not exceed
$500 or apply to items with unit costs of
$50 or more; and

blanket purchase orders must include the
effective period of the purchase order and
the period cannot extend for more than
one fiscal quarter.

In our 1973 audit report, we noted that
many schools, in violation of DOE policy, were
issuing blanket purchase orders for amounts
exceeding the dollar limit, which at that time
was $100. This ceiling was subsequently
increased to $500. Since then, dollar limit
violations have rarely occurred. However,
contrary to DOE policy, schools are now using
blanket purchase orders to obtain goods and
services over periods exceeding one fiscal
quarter. For example, we noted instances where
purchase orders issued in September 1977 were
not cancelled until March and September of
1978. In addition, we noted several instances
where blanket purchase orders for
transportation and reproduction services were
never cancelled at all but used continuously
throughout the year until the $500 limit was
reached.

2. Inadequate documentation of price
solicitation. In our previous audit we noted that
schools and offices were violating the DOE
policy governing purchases of less than $4000.
The policy authorized (and still authorizes)
schools and offices to make certain purchases
costing less than $4000 directly from the
vendors without the approval of the DOE
purchasing office, provided that informal price
quotations (telephone quotations) were first
solicited from interested vendors. The policy
required that, wherever practical, a minimum of
three bids be solicited. The policy as it then
existed further required that all price quotations
be recorded and filed.
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We found in the previous audit that schools
and offices were not recording and filing the
informal price quotations as required by the
policy, and we recommended that DOE take
steps to ensure compliance by schools and
offices with the recording requirements. DOE in
its November 1973 progress report stated that,to
ensure compliance with the DOE policy, it
would amend its purchasing procedures “to
require purchasers (i.e., schools and offices) to
record the informal price quotations on its [sic]
file copy of the purchase order.” DOE promised
to so amend its purchasing procedures by
January 1, 1974.

In this audit we found that schools and
offices are still not recording and documenting
price quotations from vendors. Indeed, contrary
to its representation made in November 1973,
DOE has amended its policy and eliminated the
requirement that price quotations be recorded
and filed. It seems that DOE took this action,
rather than enforce the recording requirement,
because schools and offices complained about
having to document the oral bids.

We fail to undetstand the basis for this
complaint. The primary reasons for requiring
oral bids to be documented and filed are () to
assure that DOE purchases goods of a given
quality at the lowest price possible and (b) to
shield DOE from charges of vendor favoritism.

3.  Failure to maintain adequate controls
over purchase orders. Our previous audit
disclosed deficiencies in the controls exercised
by DOE over its purchase orders. Despite DOE’s
representation that the problem had been
corrected as of July 1, 1973,7 we found in this
audit that the deficiencies still persist.

Accurate purchase order records are still
not being maintained. Specifically, DOE is
continuing its practice of discarding voided
purchase orders rather than keeping them.
Purchase orders are voided when purchases do

7Depa.rtment of Education, Implementation Status
Report, p. 92.



not occur after the orders are issued. When
voided purchase orders are discarded, it is
difficult, if not impossible, to trace the status of
all purchase orders issued. Voided purchase
orders should be retained, clearly marked as
“void,” and filed in numerical sequence with all
other purchase orders.

DOE is also continuing its -practice of
issuing purchase order numbers which are not
subsequently used to make purchases. Non-use
of issued numbers occurs when those requesting
the numbers fail to proceed to purchase the
goods or services they had intended to purchase.
When the numbers are not used, no purchase
orders are prepared.

Decisions not to proceed to purchase as
originally intended are often made after
subsequent purchase order numbers are issued.
For this reason, issued but unused purchase
order numbers are not reissued later. This
creates voids—numbers without purchase orders.
Too many voids cause confusion in the records.

As we recommended in our first audit,
DOE should discontinue this practice of issuing
purchase order numbers without subsequent
preparation of the purchase orders themselves,
except in cases of emergencies. Where no
purchases are made after the issuance of the
numbers, purchase orders should nevertheless be
prepared and marked ‘void,” and the voided
purchase orders retained in the records. In this
way, gaps will be avoided.

4, 'Delays in transmitting invoices. Under
DOE procedures, schools and offices are
supposed to transmit a vendor’s invoice to the

vouchering section of DOE’s business office-

within three working days after receipt of the
invoice or delivery of the goods, whichever is
later.

In three of our previous reports, our 1971
audit of vendor payments,® the 1973 financial
audit of DOE, and a 1976 followup review of
the vendor payment process,” we noted that
schools and offices were not transmitting
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vendors® invoices within the time prescribed.
Each time DOE responded that it would take
necessary action to correct this problem. For
instance, in its November 1973 progress
report,!% the department stated that
“[d]istricts were instructed to perform reviews
on late submission of invoices at various schools
and to report to the Office of Business Services
on schools which still did not comply with the
regulations. Such schools were instructed by the
districts to eliminate or minimize this problem.”
The report further stated that “district staff will
perform reviews on a continuing basis.”!!
While improvement in the claim processing time
has apparently been made, the claims are not
being processed within the time prescribed by
DOE procedures.

An examination in this audit of a sample of
78 " invoices issued by vendors in fiscal year
197778 disclosed that 26 or 33.3 percent of
them were not transmitted to the vouchering
section within the three working days specified
by DOE procedures. The transmission of at least
two of the invoices was delayed for more than
60 days. Under HRS section 103—10, the State
must pay interest to vendors at the rate of 1
percent per ‘month on amounts which remain
unpaid for more than 60 days.

Recommendations. Adequate internal
controls over the purchasing system can only be
accomplished if DOE requires that schools and
offices comply with the following:

1. Cancel blanket purchase orders at the
end of each fiscal quarter.

8See Legislative Auditor’s report entitled, Audit of the
f';']tf Vendor Payment Process, Audit Report No, 713, March

9See Legidative Auditor’s report entitled, The State
}’;;zgor Payment Process, A Follow-Up Review, December

10Deparl:ment of Education, Implementation Status
Report.

ulbid., page 93.



2. Document all

quotations.

informal price

3. Account for all purchase orders by
retaining all voided purchase orders and filing
them in numerical sequence with all other
purchase orders. In addition, the issuance of
purchase order numbers without the subsequent
preparation of the purchase ‘order should be
discontinued, except in cases of emergencies.

4.  Transmit vendors’ invoices to the
vouchering section within the time specified by
policy.

Improper processing of overtime claims and
attendance reports. 1. Overtime claims. DOE
procedures require that schools submit overtime
claims to the district offices. However, schools
are not complying with this requirement. Claims
for overtime hours actually worked are not
being submitted to the districts.

Our previous audit report noted this
deficiency and stressed that the districts are
unable to maintain adequate controls over
overtime without the submission of these claims
to them. In its report, DOE asserted that a
procedural change had been effected to ensure
that the claims are processed to the district
offices. The problem, however, has not been
alleviated.

2. Attendance reports. Schools and
offices are required to prepare monthly
attendance reports for submission to the payroll
section of DOE’s business office. The reports are
used to certify which -employees were in
attendance at work and which were not.

In our prior audit report, we observed that
proper attendance reports were not being filed.
We noted that the departmental rules then in
force required the schools and offices to use
such daily attendance records as the “in/out
sheet” and ‘‘staff attendance register” as the
bases for preparing the monthly attendance
reports, but that the schools were using instead
the leave of absence applications submitted by
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the employees as the bases of the attendance
reports. Since employees absent from work did
not necessarily or always file a leave of absence
application, we said that reliance on leave of
absence applications was improper.

The schools were relying on the leave of
absence applications because school personnel
were not always signing the “infout sheet.”
After our audit report was issued, DOE amended
its procedures, and schools are now required to
maintain daily attendance records from which
the monthly attendance reports are to be
prepared. However, schools are not complying
with the new requirement and are still relying on
incomplete and inaccurate records, such as the
“in/out sheet,” to prepare the monthly atten-
dance reports.

Recommendations. We recommend as

Jollows:

1. DOE ensure that schools transmit
overtime claims to their respective district
offices by having district personnel monitor
those schools who fail to submit these claims.

2. DOE enforce its policy that schools
and offices maintain daily attendance records
for all employees.

Lack of controls over revenue
collections. 1. Failure to comply with deposit
and transmittal schedules. Monies generated
from such school activities as school Tlunch,
summer school, adult education, athletic events,
and donations are state revenues and receipts.
They are required to be deposited into the state
treasury.

DOE policy provides that these monies be
deposited on a daily basis into school bank
accounts as they are collected and that checks
drawn on these accounts be subsequently
prepared and transmitted to the business office
for deposit into the state treasury. The checks
are required to be transmitted in accordance
with the following schedule:



Cafeteria receipts every Tuesday
afternoon for the previous week’s (Monday
through Friday) receipts.

Other collection account receipts — either
on the last business day of the week (if the
amount exceeds $75) or on the last
business day of the month.

In our previous report we noted that
schools were not making daily deposits of
monies collected and were not transmitting
checks drawn on the school accounts to the
business office within the time specified by
DOE'’s transmittal schedule. We urged then that
schools comply with DOE rules.

In this audit, we found that schools are still
not complying with the requirements. Some
schools are holding cafeteria receipts for periods
as long as two weeks before depositing them,
and some schools are not transmitting “‘other
receipts” exceeding $75 on a weekly basis.

Since cash receipts are not considered
available for use by the State until they are
deposited into the state treasury, any delay from
the time of collection to the time of deposit
prevents the State from utilizing funds that
could otherwise be available.

2. Lack of control over numerical
issuance of remittance advices. Cash receipts
transmitted to DOE’s business office must be
accompanied by a ‘“‘remittance advice,” which
lists the sources of the receipts and the amount
being transmitted for deposit into each fund,
i.e., general, special, trust, etc. To ensure that all
transmittals of cash receipts are received and
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recorded by'DOE’s business office, it is essential
that remittance advices be accounted for in
numerical sequence.

Our previous report disclosed that several
schools do not number their remittance advices,
while others skip or issue duplicate numbers.
Accordingly, we recommended that DOE issue
prenumbered remittance advice forms to the
schools and require the business office to
account for the numerical sequence of the
forms.

DOE has not issued prenumbered forms.
Instead, it has assigned the responsibility for
accounting for the remittance advices to the
schools. Although it appears that all schools
are now numbering their remittance advices,
they are not doing so properly. In many cases
they are issuing duplicate numbers and are
otherwise not properly maintaining a count
of the remittance advices.

Recommendations. To establish adequate
controls over cash received, we recommend the
following:

1.  DOE establish controls to ensure that
cash receipts are in fact transmitted to the
business office in accordance with the
transmittal schedule and instruct the business
office to monitor those schools which fail to
transmit funds within the time allotted.

2. DOE issue prenumbered remittance
advice forms to the schools and instruct the
business office to assume responsibility for
accounting for the numerical issuance of
remittance advices.



Chapter 4

FINANCIAL STATEMENTS AND ACCOUNTANTS’ OPINION

This chapter presents the results of the
examination of the financial statements of
DOE for the fiscal year ended June 30, 1978.
It contains the opinion of Coopers & Lybrand
regarding the fairness and accuracy of the
department’s financial statements, It also dis-
plays various financial statements on the general
fund, special revenue funds, and trust
funds administered by DOE, together with
explanatory notes.

Accountants’ Opinion

Upon examination of the financial state-
ments and related financial transactions for the
fiscal year 1977-78, Coopers & Lybrand
concluded that, except for the effects of such
adjustments or disclosures as might have been
determined to be necessary had they been
able to obtain information concerning pending
and threatened litigation, claims, and assess-
ments, the financial statements were reasonably
accurate and in conformity with generally
accepted accounting principles. It filed the
following statement with the legislative auditor:

“To the Legislative Auditor
State of Hawaii
- Honolulu, Hawaii

We have examined the following financial
statements of the Department of Education,
State of Hawaii, as of June 30, 1978 and for the
year then ended:
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Exhibit A — Statement of Appropriations, Allot-
ments, Expenditures, and Encum-
brances — General Fund

Exhibit B — Statement of Appropriated
Receipts, Allotments, Expenditures

and Encumbrances - Special
Revenue Funds
Exhibit C — Statement of Revenue — Special

Revenue Funds

Exhibit D — Combined Balance Sheet — Trust
Funds

Exhibit E — Combined Statement of Cash Re-
ceipts and Disbursements — Trust
Funds

As explained in the general notes to the
financial statements, the general fund and
special revenue funds financial statements
(Exhibits A, B, and C) are a part of the State of
Hawaii’s general fund and special revenue funds
and our opinion expressed herein, insofar as
it relates to the amounts included for the
general fund and special revenue funds, is
limited to the transactions of the Department
of Education only. Except as explained in the
following paragraph, our examination was made
in accordance with generally accepted auditing
standards and, accordingly, included such
tests of the accounting records and such other
auditing procedures as we considered necessary
in the circumstances.



We were unable to obtain from the State
Attorney General any information concerning
pending and threatened litigation, claims and
assessments involving the Department of Educa-
tion. Because the State Attorney General did
not furnish the information requested, we were
" unable to satisfy ourselves as to the accounting
for and reporting of pending and threatened
litigation, claims and assessments by means of
other auditing procedures.

In our opinion, except for the effects of
such adjustments or disclosures as might have
been determined to be necessary had we been
able to obtain information concerning pending
and threatened litigation, claims and assess-
ments, the aforementioned financial statements
of the Department of Education, State of
Hawaii, present fairly the financial position of
the Department of Education’s trust funds as
of June 30, 1978 and the results of operations
of the general fund, special revenue funds and
trust funds of the Department of Education for
the year then ended, in conformity with
generally accepted accounting principles applied
on a basis consistent with that of the preceding
year.

Our examination was made primarily for
the purpose of rendering an opinion on the basic
financial statements described above, taken as a
whole. The other data included in Schedule I,
although not considered necessary for a fair
presentation of the results of operations of the
general fund and special revenue funds, are
presented primarily for supplemental analysis
purposes. This additional information has been
subjected to the audit procedures applied in
the examination of the basic financial state-
ments and, in our opinion, is fairly stated in
all material respects in relation to the basic
financial statements taken as a whole.

Coopers & Lybrand
Certified Public Accountants

Honolulu, Hawaii
October 31, 1978
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Descriptions and Definitions

Description of financial statements and
schedule. The following is a brief description of
the financial statements and schedule examined
by Coopers & Lybrand. The financial statements
and schedule are attached at the end of this
chapter as Exhibits A to E and Schedule 1.

1. Statement of appropriations, allot-
ments, expenditures and encumbrances (Exhibit
A — general fund) reflects the general fund
amounts authorized, made available, expended,
obligated, lapsed, or carried forward by DOE.

2. Statement of appropriated receipts,
allotments, expenditures and encumbrances
(Exhibit B — special revenue funds) reflects the
amounts of the special revenue funds received,
made available, expended, obligated, or carried
forward by DOE.

3. Statement of revenues (Exhibit C —
special revenue funds) shows the revenues of the
special revenue funds actually collected during
the year and a comparison of the anticipated
and actual collection of revenues.

4, Combined balance sheet (Exhibit D —
trust funds) discloses the assets and reserves of
DOE’s trust funds as of June 30, 1978.

5. Combined statement of cash receipts
and disbursements (Exhibit E — trust funds)
summarizes the results of cash transactions
during the year by the respective trust funds.

6. Schedule of appropriations, ex-
penditures and encumbrances school-by-
school (Schedule I) reflects by district and
school the monies appropriated, expended,
and encumbered for the basic and special
needs categories of the regular instruction
program for the fiscal year.

Definition of terms. Technical terms are
used in the financial statements and in the notes
to the financial statements. The more common
terms and their definitions are as follows:



1. Allotment — Authorization by the
director of finance -to a state agency to incur
obligations and to make expenditures pursuant
to the appropriation made by the state legisla-
ture.

2. Appropriation — An  authorization
granted by the state legislature permitting a
state agency within established fiscal and
budgetary controls to incur obligations and to
make expenditures. Appropriations are of two
types: (a) funds which are available for use until
completely expended and (b) funds which lapse
if not expended by or encumbered at the end
of the fiscal year.

3. Appropriated receipts — Funds received
by the State for designated purposes and specif-
ically authorized by the state legislature to be
expended by the state agency. Depending upon
the designated purposes of the receipts, the
funds may lapse at the end of the fiscal year or
be carried over until completely expended.

4, Encumbrance — An obligation in the
form of a purchase order or contract which is
chargeable to an appropriation, the incurring of
which sets aside the appropriation for the
amount of the obligation,

5. Expenditure - The actual disbursement
of funds for the payment of goods delivered or
services rendered, the obligation to pay for such
goods or services having been incurred against
authorized funds.

6. Lapse of appropriation balance — The
balance of funds authorized, which isunex-
pended and uncommitted at the end of the
prescribed time period. The balance reverts to
the designated fund and is available for appro-
priation by the state legislature in the ensuing
fiscal year.

7. Other current expenses — Expenditures
other than for personal services.

8. Personal services — Salaries and wages
paid to employees.

22

9. Reserve — An account which records a
portion of the fund balance which must be
segregated for some future use and which is
therefore not available for further appropriation.

10. Transfers — Transactions between
funds, departments, and/or programs which are
authorized by the director of finance and/or
the governor.

General Notes to the
Financial Statements

Explanatory notes which are pertinent to
an understanding of the financial statements and
financial condition of the funds administered by,
DOE are discussed below.

Accounting principles. The accounts of
DOE are maintained and the accompanying
financial statements have been prepared on a
modified cash basis of accounting. Under this
method, revenue is generally recognized when
actually received and expenditures are recorded
when liabilities are incurred, except for vacation
pay which is recorded when paid.

The accounting procedures generally
provide for recording commitments at the time
contracts are awarded and orders for equipment,
construction, services, and supplies are placed.
These commitments are represented as encum-
brances in the accompanying financial state-
ments and are necessary to reflect obligations
against appropriations. So much of the appro-
priations made out of the state general fund that
are not expended or encumbered by the end of
the fiscal year generally lapses.

Capital assets constructed for or purchased
by DOE are recorded as expenditures in the year
in which the cost is incurred. These assets are
not reflected as assets in the accompanying
financial statements, but are reflected in the
general fixed assets of the State of Hawaii.
Depreciation of these assets is not recorded by
the State.



Fund categories and description. Monies to
finance DOE’s programs are accounted for in
several different funds. These funds have been
established by legislative actions, and each fund
has a specific purpose or objective to fulfill.
. Each fund is an independent fiscal and account-
ing entity and a separate group of accounts is
maintained for each to show its revenues and
expenditures. There are three categaries of these
funds. The categories and the funds within each
are described briefly below.

1. General fund. The general fund is used
to account for all resources not specifically
set aside for special purposes. Any activity
not financed through another fund is financed
through this fund. The budget as adopted by the
legislature provides the basic framework within
which the resources and obligations of the
general fund are accounted. General fund appro-
priations to DOE are part of the state general
fund; thus none of the financial statements
attached as exhibits at the end of this chapter
is a statement of the general fund; except that
Exhibit A reflects the general fund appropria-
tions, expenditures, and obligations of DOE.

2. Special revenue funds. Special revenue
funds are operated to account for revenues and
expenditures designated for particular educa-
tional purposes. The principal funds are the
federal special revenue funds and the school
food services special revenue fund. Because the
State’s accounting system does not maintain a
separate fund accounting entity for each special
revenue fund, the special revenue funds of
DOE are a part of the State of Hawaii’s
complete self-balancing accounting entity used
to account for revenues from specifically iden-
tified sources, and the accompanying financial
statements of special revenue funds are limited
to and reflect only the appropriated receipts,
expenditures, and obligations of DOE.

3. Trust funds. Trust funds are used to
account for resources held by DOE as a trustee
or agent. The accounts are operated in accord-

ance with specific agreements or other governing

regulations. A description of DOE’s trust funds
included in this category is presented below.
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a. Donations — education. This fund was
established in accordance with Hawaii Revised
Statutes section 296—32. to account for
donations received by or on behalf of schools.

b. Temporary deposits — education. This
fund was established by the department to
account for other temporary miscellaneous
deposits.

c. Temporary deposits — Maui Public
Library. This fund was established by the
department to account for temporary deposits
received from nonresident library users. How-
ever, because deposits are no longer collected,
the fund balance was transferred to the State
of Hawaii general fund during the year ended
June 30, 1978,and the fund was abolished.

d. Donations and gifts — public libraries.
These funds were established in accordance
with Hawaii Revised Statutes section 312—2
to account for donations received for library
purposes.

e. Foundations and other grants. This fund
was established in accordance with Hawaii
Revised Statutes section 296—32 to account
for various foundation grants received by or on
behalf of DOE.

f. State schools athletic fund. This fund
was established by the department to account
for receipts from athletic functions and dona-
tions received for athletic purposes.

g. Donations for transcribing services.
This fund was established to account for
donations received for the benefit of the blind
and physically handicapped.

In addition to the general notes set forth
above, some special comments are necessary
with respect to several items contained in the
financial statements. These comments are set
forth in the notes which follow. They are
necessary for a complete presentation of the
financial statements of the various funds,



Note to Financial Statement
of the General Fund (Exhibit A)

Commitments. DOE has several leases for
office space expiring at various dates to 1980.
The annual rental under the terms of these
leases amounted to $335,000 in 1978. The lease
rental requirements are encumbered for a
one-year period rather than for the term of the
leases.

In accordance with the general practice
followed by other state agencies, DOE does not
reflect the accrued and potential liability for
vacation and sick leave credits earned by its
employees. Within certain limitations the
employees are entitled to receive cash payments
for accrued vacation upon termination of their
employment. The policy of the department is
to record the expenditures for vacation leave
when paid from current appropriations, At June
30, 1978, employees’ accrued vacation totaled
approximately $10,244,000,

Sick leave can accumulate at the rate of
one and three-quarters working days for each
month of service without limit, but can be taken
only in the event of an illness and is not con-
vertible to pay upon the termination of employ-
ment. Accumulated sick leave at June 30, 1978
totaled approximately $145,912,000.

All full-time employees of the department
are required by chapter 88 of the Hawaii
Revised Statutes to become members of the
employees’ retirement system of the State of
Hawaii, a contributory retirement system. The
department’s and other state agencies’ share of
the retirement expense for the fiscal year ended
June 30, 1978 was included in the general
appropriation bill as an item to be expended by
the department of budget and finance and is not
reflected in DOE’s financial statements.

Notes to Financial Statements of Special
Revenue Funds (Exhibits B and C)

Statement of revenue. The statement of
revenue reflects the revenue collected by DOE
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to the credit of the State of Hawaii’s special
revenue funds. The authority to collect revenues
is covered by the various sections of the Hawaii
Revised Statutes.

Continuing appropriations. The school
food services fund balance includes $127,773 of
unexpended and unencumbered funds which
should have been lapsed as of June 30, 1978
but were being incorrectly carried forward to
fiscal year 1979. These monies were lapsed to
the state general fund in November 1978,

Note to Schedule of Appropriations,
Expenditures and Encumbrances,
School by School (Schedule I)

The General Appropriations Act of 1977,
Act 10, Session Laws of Hawaii 1977, appro-
priates amounts to the individual public schools
for the regular instruction program under two
program categories: basic needs and special
needs.

To allow for changes that might occur in
program requirements with regard to the basic
needs category, Section 34 of the act provides
that *...the superintendent of education is
authorized to transfer funds and personnel posi-
tions for the category ‘Operating: Basic Needs’
from one program to another among Regular
Instruction programs in response to increases or
decreases in individual school enrollments and
teacher movements.” The section further states
that «...if the amounts shown for Regular
Instruction- programs for the -category
‘Operating: Basic Needs’ in either year of the
fiscal biennium are insufficient to pay the
personnel service costs for a particular school,
the superintendent of education may supple-
ment the amount from the sum of $250,000
from the general fund for fiscal year 197778
and the sum of $250,000 from the general
fund for fiscal year 1978—-79 provided for in
EDN 304 (District -Administration) such sums
to be used for the sole purpose of supplementing
school personnel' service -costs for regular
instruction.”



With regard to the special needs category,
Section 38 of the act provides that ... the
superintendent of education may transfer funds
in an equitable manner among programs for
Regular Instruction for the category ‘Operating:
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Special Needs’ in the event of significant changes
in individual school enrollments resulting from
such conditions as delayed school openings,
changes in school boundaries, disasters or other
emergencies.”
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PART 1l

RESPONSE OF THE AFFECTED AGENCY
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COMMENTS ON AGENCY RESPONSE

A preliminary draft of this report was transmitted on October 25, 1979 to the
governor, the presiding officers of the legislature, the chairman of the board of
education, and the superintendent of the department of education. We asked the
superintendent to comment on the recommendations contained in the report,
including the actions that have been taken or will be taken on the recommendations,

A copy of the transmittal letter to the superintendent is included in this part as
attachment 1. The response received from the superintendent is included as attachment
2.

Comments on the Response

The state superintendent of the department of education concurs with almost all
of the audit recommendations and has outlined the specific steps that have been taken
or will be taken to correct the deficiencies identified in the audit report.

One recommendation with which the department does not concur is our
recommendation that prenumbered remittance advice forms be issued and be
accounted for by the department’s office of business services. The position of the
department is that the individual schools should be responsible for numbering and
accounting for remittance advices. Inasmuch as the audit did find discrepancies in
remittance advice forms prepared by the schools, we suggest that the office of business
services assist the schools in procedures for the proper numbering and accounting of
forms if the department intends to keep this responsibility at the school level.
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ATTACHMENT 1

THE OFFICE OF THE AUDITOR .
STATE OF HAWAII CLINTON T. TANIMURA |

465 S.KING STREET, RM. 500 AUDITOR _
HONOLULU, HAWALII 968813 RALPH W. KONDO ]
(808) 548-2450 DEPUTY AUDITOR |

October 25, 1979

Mr. Charles Clark, Superintendent
Department of Education

State of Hawaii

Honolulu, Hawaii

Dear Mr. Clark:

Enclosed are four copies of our preliminary report, numbered 5 to 8, of the Financial
Audit of the Department of Education. This preliminary report has also been trans-
mitted to the Governor, the presiding officers of the Legislature, and the Chairman of
the Board of Education.

The report contains a number of recommendations affecting your department. We
would appreciate receiving your comments on these recommendations, including the
actions that have been taken or will be taken with respect to the recommendations.
Please submit your comments to us by November 16, 1979. Your comments will be
included as part of the final report.

Since the report is not in final form and changes may possibly be made to it, access to
this report should be restricted solely to those officials of your organization whom you
might wish to call upon to assist you in your response. We request that you exercise
controls over access to the report and ensure that the report will not be reproduced.
Should you require additional copies, please contact our office. Public release of the
report will be made solely by our office and only after the report is published in its
final form.

If you wish to discuss the report with us, we will be pleased to meet with you, at our
office, on or before November 9, 1979. Please call our office for an appointment. If
we do not hear from you, we will assume that a meeting is not necessary.

We appreciate the assistance and cooperation extended to us during the examination.

Sincerely,

Gt i

Clinton T. Tanimura
Legislative Auditor

Enclosures
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ATTACHMENT 2

GEORGE R. ARIYOSHI CHARLES G. CLARK
GOVERNOR ; SUPERINTENDENT
STATE OF HAWAII
DEPARTMENT OF EDUCATION
P. O. BOX 2360
HONOLULU, HAWAIl 96804
OFFICE OF THE SUPERINTENDENT November 13, 1979
RECEIVEL
]
Nov I6 9 o7 AM'TY
Mr. Clinton Tanimura GFC.Oi_iﬂi AUDITER
Legislative Auditor STATE OF HAWAIL

State of Hawaii
465 S, King Street
Honolulu, Hawaii 96813

Dear Mr. Tanimura:

Thank you for giving us the opportunity to review your preliminary
report of the Financial Audit of the Department of Education. We find
the audit report, as another tool to use in our constant effort to im-
prove our operations in the Department of Education.

As requested, we have commented on the recommendations, including the
actions which have been taken or will be taken with respect to the

recommendations.
Sincerely,
' CHARLES G. CLARK ~
Superintendent ™~
Attachment

cc: Governor, State of Hawaii
President of the Senate
Speaker of the House
Chairman, Board of Education
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1.

Expenditures Exceeding Allotments

a. Inadequate maintenance of expenditure records.

Recommendation:
Recommend that schools maintain adequate expenditure records and
reconcile these records on a monthly basis with the status reports

prepared by the Business Office.

b. Inadequate monitoring and supervision over school expenditures.

Recommendation:

1) Recommend that DOE conduct in-service training sessions and work-
shops in order to provide schools and district personnel with the
skills and technical knowledge required to properly maintain
school expenditure records.

2) Recommend that district offices more closely supervise and monitor
expenditure record keeping by the schools and provide technical
assistance as schools may require in maintaining their records.

Action:

In order to correct the problems cited above, the following steps will be
taken:

a. The Office of Business Services staff will provide necessary in-service
training to school and district staff to maintain their allotment re-
cords, in accordance with procedures described in Business Office
Handbook, Vol. I, Section V.

b. The district business staff will be instructed to closely monitor the
schools' expenditure reports and provide technical assistance to the
schools, as necessary.

Non-Compliance with Budget Provision

Recommendation:

Recommend that DOE examine the unexpended Special Fund balance of the
School Food Services program and lapse such amount as is considered
appropriate to the General Fund at the end of each fiscal year.

Action:

DOE has corrected this problem, as evidenced by subsequent actions taken on
similar cases. FY 1979 unused Special Funds of $70,149.86 in the School
Food Services program were transferred to the State Treasury on October 31,
1979. 1In addition, Driver Education Special Funds for the following periods
were also transferred to the State Treasury:

FY 1978 - $106,540 on November 2, 1978
FY 1979 - $ 70,149.86 on October 31, 1979
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3.

Trust Fund Deficiencies

a. Donor and purpose of gifts unknown.

Recommendation:

Recommend that gift trust administrators maintain complete records of
trust receipts by donor and inform the State Office when the purpose
for which trust accounts were established have been fulfilled. 1In
addition, recommend that DOE request a ruling from the Attorney General
on the disposition of those trust accounts where the purposes for which
the monies may be used are not known and where the initial trust
purposes have terminated.

Action:

DOE agrees with the above recommendation and will take action to ensure that
trust fund administrators maintain proper records and close out accounts
after the purpose is completed. Trust fund accounts with no transactions
for a period of 6 months will be checked with the schools and districts by
Office of Business Services every July. A request for an opinion was sub-
mitted to the Attorney General on the disposition of trust accounts of
unknown origin or when the purposes were completed.

b. Inadequate and incomplete accounting of athletic trust receipts.

Recommendation:

Recommend that school personnel maintain adequate records to account for
athletic gate receipts and student activity book sales. All athletic
receipts should be deposited in the State Treasury and all purchases of
athletic goods and services should be made in accordance with the normal
Procurement process.

Action:

DOE will send out a reminder to all high schools of the need to account for
and deposit all athletic funds into the State Treasury, as described in
Business Office Handbook, Vol. I, Section X.

c¢. TImproper maintenance of trust account.

Recommendation:

Recommend that DOE immediately deposit in the General Fund the sum of
$4,450 improperly held in trust and necessary steps be taken to insure
compliance with H.R.S., Section 41-4, relating to insurance of state
property, personnel and operatioms.

Action:

DOE initiated action to deposit the sum of $4,450 into the State General
Fund.
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Loss of Federal Funds

Recommendation:
Recommend that DOE program administrators review the monthly status
reports of federal grants and automatically revise projected activi-
ty plans for all federal grants with expiring unobligated balances.
Action:
DOE will provide in-service training to federal program administrators on
proper allotment review and control procedures to prevent lapsing of

significant fund balances.

Non-Implementation of previous Audits' Recommendations

a. Misuse of blanket purchasing authority.

Recommendation:

Recommend that the DOE require to cancel blanket purchase orders at the
end of each fiscal quarter.

Action:

DOE has instituted canceling of blanket purchase orders 32 days after the
end of the quarter in accordance with Business Office Handbook, Vol. I,
Section IV.

b. Inadequate documentation of price soliciation.

Recommendation:

Recommend that DOE require to document all informed price quotations.

Action:

DOE will send out reminders to the schools to document informal price
quotations for purchases less than $4,000, in accordance with the provisions
of the Business Office Handbook, Vol. I, Section IV.

c¢. Failure to maintain adequate controls over purchase orders.

Recommendation:

Recommend that DOE require to account for all purchase orders and
filing them in numerical sequence with all other purchase orders. 1In
addition, the issuance of purchase order numbers without the subsequent
preparation of the purchase order should be discontinued, except in
cases of emergencies.

Action:

DOE agrees that all voided purchase oxders should be filed properly, in
accordance with the provision of Business Office Handbook, Vol. I, Section V.
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DOE also agrees that confirming purchases should be restricted to emergencies
only, as prescribed in Business Office Handbook, Vol. I, Sections IV and V.
Reminders will be sent to all schools, district and state offices and public
libraries.

d. Delays in transmitting invoices.

Recommendation:

Recommend that DOE require to transmit vendors' invoices to the
Vouchering Section within the time specified by policy.

Action:

DOE has been striving to improve its efforts to pay the vendor's invoices
. promptly. As a result, it instituted several measures. They are:

1) Established a system for the districts to review the schools' purchase
order and invoice file to determine if the schools were processing the
invoices promptly and to report the results to the Office of Business
Services. This review system improved the situation to a certain
extent and will be continued.

2) Reduced the invoice processing time in the Business Office Handbook from
5 to 3 working days, to expedite the invoice processing. This is a de-
partmental measure and is not required by other state agencies. This
change also resulted in some improvements.

3) The Office of Business Services improved its vouchering of invoices
through the computer from twice a week to a daily (5 times per week)
process. In addition, the vouchering of 0ld and new fiscal year pro-
cessing was streamlined to eliminate any hold up. These actions further
improved the processing.

As a result of the above measures, the overall processing of vendors' claims
improved significantly. The State Comptroller (DAGS) uses a 30~-day process-
ing period for vendor payments, as a satisfactory measurement. DAGS conducted
two surveys of all documents processed for a two-week period in August 1978
and February 1979. In both surveys, DOE processed 967 of the invoices within
four weeks (20 working days), surpassing most of the large state agencies.

In addition, 847 and 80% of documents were processed within 2 weeks (10 work-
ing days) during the same survey.

DOE will continue its efforts to reduce the invoice processing time by
working with districts and schools to eliminate problems and further stream-

line procedures.

e. Improper processing of overtime claims and attendance reports.

1) Overtime claims
Recommendation:
Recommend that DOE ensure that schools transmit overtime claims to

their respective district offices by having district personnel
monitor these schools who fail to submit these claims.
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Action:

To ensure adequate control, all claims for overtime payment are
checked against the approved Request for Overtime (Form BP-2) by
the Payroll Section to ensure that the hours and the dates are
properly authorized. Accordingly, it is not necessary for the
district offices to maintain control.

2) Attendance reports
Recommendation:

Recommend that DOE enforce its policy that schools and offices
maintain daily attendance records for all employees.

Action:

DOE agrees that attendance information is necessary for payroll
purposes; therefore, such information should be used. DOE will
develop the necessary forms which can be used to satisfy this re-
quirement and, at the same time, be in compliance with the teacher
union contract, which states that a teacher may be only required to
check in by initialing, to indicate presence.

Lack of controls over revenue collections.

1) Failure to comply with deposit and transmittal schedules.
Recommendation:

Recommend that DOE establish controls to ensure that cash receipts
are in fact transmitted to the Business Office in accordance with
the transmittal schedule and instruct the Business Office to monitor
those schools which fail to transmit funds within the time allotted.

Action:

DOE has a checklist of all schools with school lunch collections, which
constitutes the bulk of the receipts, by week. If a school fails to
submit receipts within the prescribed period, the Office of Business
Services contacts the school and the district concerned to remind and
ascertain the cause of the delay so that future delays would be cor-
rected. In addition, Office of Business Services will institute a
procedure requiring copies of deposit slips be attached to the related
remittance advice, when the checks are submitted.

2) Lack of control over numerical issuance of remittance advices
Recommendation:
Recommend that DOE issue prenumbered remittance advice forms to the

schools and instruct the Business Office to assume responsibility
for accounting for the numerical issuance of remittance advices.
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Action:

DOE does not concur with the recommendation, because the present system
provides reasonable control over the accountability of the remittance
advices. When the school sends the checks with its own numbered re-
mittance advice, the school retains a suspense copy of the remittance
advice. The Office of Business Services returns a copy of the remit-
tence advice to the school, when the checks are deposited with the
Director of Finance. The assignment of numbers to the remittance advice
and the accountability of the numbers by the Office of Business Serivces
will cause additional workload and man-hours without any attendant
benefits.
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